GOVERNMENT OF INDIA 

TARIFF COMMISSION 


PTC. 284 . (N) 

S5o 



REPORT 

ON TH6 

TREATMENT OF THE COLLIERY BLOCK 
FOR PtJRPOSES OF DETERMINING THE 
RETENTION PRICES OF STEEL 


BOMBAY 

1956 


TNDIA BY THE MTtNAGER COVX. OF INDIA PRESS, NEW DELHI 
-lED BY THE MANAGER OF PUBLICATIONS, DELHI, 1956 

Price annas 12 or Ish, 


No. SC(A;/2(141)/55 


GOVERNME;rT OF INDIA 
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Steel Retention Prices 

New Delhi, the 16th May 1955. 

By the Ministry of Commerce and Industry Resolutions No. SC(A)- 
(96)/52, dated the 20th July 1953 and No. SC (A)-2 (89)/52, dated the 
'26th March 1954, Government announced t h^ re t^ of steel 

payable to. the Tata Iron and Steel Co. Ltd.,"'^™^ ron and 

Steel Co. Ltd. respectively. These retention prices 4v .^re remain in 
force up to the 31st March 1955. In the latter Resolution Government 
expressed the view that the principles of price fixation hitherto 
followed required revision, that the revised principles should be 
applied to the industry from the 1st April 1955, and that at that stage 
Ihe treatment to be accorded to the colliery block of the steel com¬ 
panies, on which the Tariff Commission had submitted a report could 
.also be appropriately dealt with, 

2. Government have had under consideration the question of 
expansion of steel capacity in the country and have agreed that the 
capacity of the Tata Iron and Steel Co. Ltd., should be expanded by 
about 500,000 tons of finished steel and that of the Indian Iron and 
Steel Co. Ltd., by 100,000 tons, and ah increase in the finishing capa¬ 
city of the mills over and above the capacity already planned under 
their respective expansion programmes. Both the producers, how¬ 
ever, have represented that the retention prices fixed for them should 
tae suitably raised to facilitate the implementation of these additional 
expansion programmes partly from out of their internal savings. Gov¬ 
ernment have considered these representations and have also review¬ 
ed the principles of price fixation hitherto followed, and have 
decided— 

(1) that the major producers of steel should be paid a uniform 
retention price; 

(2) that the uniform retention price to be paid to the Tata Iron 
and Ste '1 Co. Ltd., and the Indian Iron and Steel Co. Ltd., 
should be fixed at Rs. 385 per ton, pending inquiry by the 
Tariff Commission; and 

(3) that agreements should be obtained from the two producers 
that the extra profits made by them as a result of the pre¬ 
sent increase in the retention price will be earmarked speci¬ 
fically for development and expansion and not for any other 
purpose except with the express permission of Government. 

.:s7cr—I 



(ii) 

3. The Tariff Commission is now requested to conduct necessary- 
enquiries and to recommend a uniform retention price which should 
be paid to the major producers, having regard to their current expan¬ 
sion programmes and the additional programmes which they are to 
undertake. As indicated above, Government desire that the prices 
fixed for the two producers should be uniform on the average and 
where necessary and possible for each comparable product. In order 
that the introduction of a uniform price may not adversely affect the 
production and expansion programme of the Indian Iron and Steel 
Co. Ltd., whose works costs per ton are higher than thosi' of the Tatai 
Iron and Steel Co. I..td., the uniform price should be fixed on the basiis 
of the costs of production of the Indian Iron and Steel Co. Ltd. The 
uniform price should also be such as would enable both the producers 
to obtain a portion of their capital requirements of their current and 
additional expansion programmes from internal resources and to 
raise the balance from outside. The Commission may also recom¬ 
mend the period for which the revised retention price snould remain 
in force, having in view the fact that the emphasis in respect of the 
present review of prices is on the expansion of the capacity of the 
respective plants. 

4. As regards the treatment to be accorded to the colliery block 
of the steel companies. Government accept the Commission’s recom¬ 
mendations that such block should be treated as an integral part of 
the steel block and that the steel companies should be allowed to re¬ 
cover their actual cost of raising coal in the price of steel. 

ORDER 

Ordered that a copy of this Resolution be communicated to all 
concerned and that it be published in the Gazette of India Extra¬ 
ordinary. 

(Sd.) L. K. JHA, 

Joint Secretary to the Government of India,, 
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REPORT ON THE TREATMENT OF THE COLLIERY BLOCK FOR 
PURPOSES OF DETERMINING THE RETENTION PRICES 

OF STEEL 


In its Report on the fair retention prices of steel produced by the 
Tata Iron & Steel Co. Ltd. (hereafter referred to 
Reference to the Com- as Tatas), submitted in May, 1953, the Tariff 
mission Commission, after considering the representation 

of the Company in this regard, decided to allow 
the actual cost of raising the Company’s own coal and to treat the 
colliery block of the Company as part of the block for steel making 
for purposes of depreciation and return. The Government of India 
in the Ministry of Commerce and Incfustry in their Resolution 
No. SC (A)-2 (96)/52 dated 20th July, 1953 (vide Appendix I) stated 
that the Commission’s recommendation in this respect involved a 
departure from the past practice. Since, however, the Steel Corpora¬ 
tion of Bengal Ltd. (hereafter referred to as SCOB), had been allowed 
their actual cost of coal in Ihe retention prices of steel fixed for them 
for 1952, Government accepted the Commission’s recommendation in 
regard to the treatment of collieries owned by Tatas for the year 
1952-53 only, and decided that the question of treatment of the col¬ 
lieries owned and operated by the steel companies for purposes of 
computing the cost of steel in future should be referred to the Com¬ 
mission for further examination. Accordingly, in their letter No. 
SC (A)-2 (96)/52 dated 7th August, 1953, the Government of India in 
the Ministry of Commerce and Industry requested the Tariff Commis¬ 
sion to inquire into this question in all its aspects and to make recom¬ 
mendations. 

2. Special questionnaires were prepared and issued to Tatas and the 

Indian Iron & Steel Co. Ltd. (hereafter referred 
Method of inquiry to as IISCO), on 5th September, 1953. A separate 
questionnaire was issued to the Coal Commis¬ 
sioner to the Government of India on 11th September, 1953. After 
replies to the questionnaires were received, the Commission held dis¬ 
cussions with the representatives of the two companies on 28th 
October, 1953. The Coal Commissioner was present at these discus¬ 
sions. A list of the representatives who were present at the discus¬ 
sions is given in Appendix II. 

3. (a) At the first inquiry conducted by the Tariff Board in 
1923-24 into the claim of the steel industry to protection, the question 
Treatment of collier- of including the capital expenditure on the col¬ 
ies at the previous in- lieries owned by Tatas was considered. The 

Board decided to exclude such expenditure and 
its reasons for doing so were stated in paragraph 61 of its Report as 
follows: — 


“During the last six years the Company has sold nearly a 
million tons of coal produced from its own collieries, or 
more than a third of the total output. Eventu¬ 
ally, when development is completed, the Company expect 
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to produce about two million tons of coal, while their pur¬ 
chases under the 25-year contracts will amount to three- 
quarters of a million tons more or less. The total require¬ 
ments at Jamshedpur as estimated by the Company are 
about If million tons. In the face of these figures the only 
possible conclusion seems to be that the collieries should be 
treated as a separate venture, and should be expected to 
pay their own overheads and provide a return on the invest¬ 
ment from their own sale proceeds. Unless the collieries are 
eliminated, we cannot avoid the discussion of what, for our 
purposes, is really an irrelevant question, viz., to what 
extent the capital spent on the collieries is a remunerative 
investment. At the present rate of output (half a million 
tons) the collieries do not pay their way, but an output of 
about three-quarters of a million tons would put them 
straight.” 

This decision was followed in all inquiries into the steel industrv 
held in the pre-\yar period. The main consideration which weighed 
with the Tariff Board of 1923-24 in excluding the colliery block for the 
purpose of computing the cost of steel was that the Company were 
then selling a proportion of their output of coal and their increased 
output in subsequent years together with supplies under their long- 
t6riTi contracts was expected to leave a surplus over their reojuire*- 
ments. The. position in this respect has radically changed. In the 
post-war period, the Company have been using’ practically the whole 
of their output of coal for steel-making. Although the main ground 
on which the colliery block was excluded in 1923-24 had thus dis¬ 
appeared, the precedent set by the pre-war Tariff Board continued to 
be followed in the post-war inquiries into the retention prices of steel, 
except in the last inquiry into the retention prices of steel produced 
by Tatas. 

(b) At the first inquiry held bv the Tariff Board into the fair re¬ 
tention prices of steel produced by Tatas and SCOB in 1948, the Board 
took into account the controlled prices of coal for the purpose of 
computing the works cost. In the case of Tatas, however, as the actual 
cost of raising coal from their own collieries CRs. 14-8-0 per ton) plus 
a mpgm of Rs. 1-8-0 per ton allowed as profit, as in the case of market 
collieries, was higher by Re. 1 per ton than the weighted average pur- 
chase price of coal (Rs. 15 per ton) at controlled prices, the Board 
allowed a sum of Rs. 10 lakhs to Tatas for the extra cost of raising 
their own coal, because it did not desire that the Company should be 
adversely affected by conditions beyond their control. No such 
adjustment was made in the case of S(50B. Tatas have pointed out in 
their_ memorandum of 25th November, 1952, that since their raising 
cost w exclusive of depreciation, the method of adjustment followed 
by the Board resulted in their recovering no depreciation on their 
colliery block. 


fc) At the next inquiry in 1951 into the fair retention prices of 
i two Companies, the Board adopted the con- 

trolled pricra of coal only for determining the works cost of steel. In 
the case of Tatas, however, an allowance was made in the overheads 
for the extra charges paid by them on coal purchased from outside 
under their scheme of bonus and penalty payments and for supply 
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crushed coal. The actual cost of raising coal at Tatas’ collieries was 
■Bot taken into account. 

(d) The retention prices fixed for SCOB for 1951 and 1952 were 
revised in 1952 on the recommendation of the Tariff Commission, and 
in calculating the revised prices, the Commission took into account the 
actual cost of hot metal and, therefore, the actual raising cost of coal 
payable by SCOB to IlSCO by virtue of the agreement between the 
two, plus depreciation (including surcharge) on the written-down 
value of the colliery block engaged. No change was made in the basis 
for calculating the other charges payable by SCOB to IISCO, which 
were not directly related to lISCO’s colliery block or other block. 

4. (a) Among the main producers of steel, Tatas and IISCO have 
Cojlieries owned by ^^eir own collieries. Tatas acquired their col- 
the steel producers lieries for coking coal between 1910 and 1918, 
The colliery at West Bokaro from which coking 
coal is raised was acquired in 1947; but it is owned and operated by a 
separate company known as the West Bokaro Ltd., which is a subsi¬ 
diary of Tatas. All the collieries for non-coking coal, except the col¬ 
liery at Sirguja, were acquired by Tatas between 1917 and 1924. The 
colliery at Sirguja was acquired in 1947. IISCO acquired all their col¬ 
lieries, except the colliery at Raidih and Mathadih between 1902 and 
1938. The colliery at Raidih and Mathadih was acquired in 1950. 

(b) Tatas have stated that their .primary object in acquiring col¬ 
lieries was to ensure continuity of coal supplies for manufacture of 
steel and that when they were planning production of steel in the 
early years of their construction programme, they were advised that 
iri view of the conditions in India and the limited resources of coking 
coal within the country, they should have their own collieries for 

■ coking coal. It was further explained by them that for co-ordination 
of the programme between the pit head and the steel plant, they had 
to enter into long-term arrangements for periods upto 25 years with 
market collieries for supplies of coal, while they were developing 
their own collieries. It was also stated that the ownership of collieries 
gave them the following advantages: — 

(1) Coal of the required quality could be obtained. 

(2) Collieries of coking coal could be operated in such a manner 
as to keep them going for as long a period as possible. 

(3) When there was no control over coal prices, their collieries 
operated as a check on the prices charged by market col¬ 
lieries. 

IISCO agreed generally with the reasons given by Tatas for acquiring 
collieries and the advantages resulting from such acquisition. 

(c) The following statement shows the production of coal by the 
two Companies from their own collieries: — 



I'gtas 

Tons 

ILSCO 

Tons 

1950-51 

i., 048,355 

306,947 

1951-52 

1,192.373 

333,469 

1952-53 

1,084,791 

319,200 
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Tatas use practically the whole of their production in their steeP. 
works, except negligible quantities sold to outside parties under ins- 
^ the Coal Commissioner. The coal raised at the collieries 

ot JlbCO IS supplied partly to Kulti works and partly to the steel 
works id Burnpur. The quantities of coal supplied to Burnpur works 
^ collieries were 129,525 tons in 1950, 168,453 tons in 

1951 and 168,049 tons in 1952. 

(h) The quantities of coal raised by the two Companies fall con— 
^derably short of their requirements for the purpose of steel-making 
f are estimated at about 1-9 million tons and tho.4’ 

ot llbCO at about 1 million tons. Both the Companies have, therefore 
to purchase substantial quantities of coal from outside sources. The 
quantities purchased by them during the last three years are shown 


r9SO-5i 

Tons 


1951-52 

Tons 


1952-53 

Tons 


Tatas 

IISCO 


1,11 [,942 

8 17.7H7 


867,774 

909,609 


1.015,906 

880,305 


(e) The original value of Tatas’ colliery block, inclusive of the cost 
of the washing plant, as on 31st December, 1952, was Rs. 4-05 crores 
The value ot the colliery block of IISCO utilised for steel-making 
estimated at about Rs. 20 lakhs. ^ 
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5. The controlled prices of coal per ton, f.o.r. colliery from 

Controlled prices of Bengal and Bihar fields are as follows’— 

coal 


the,- 


Grade 

RO.M, Dust. 
slack 


Rs. 

As. 

Ps. 

Sel. ‘A’ 

15 

3 

0 

Sel. -B’ 

14 

3 

0 

Grade I 

13 

5 

o 

Grade II 

12 

15 

0 

Grade IIIA 

11 

12 

0 

Grade IIIB 

• • TO 

9 

0 


Steam, Rubble, 
Smithy-Nuts 

Rs. As. Ps. 
1640 
15 4 o 
14 6 o 
14 o o 

12 12 O 

1190 


We have been informed by Government that the above prices of 

Bcngal/Bihar coal were fixed on the basis of the average cost of pro¬ 
duction of certain colliery groups which were considerld reprSeS^ 
tive in character plus an e^ment to meet increased wages and conces¬ 
sions to labour under the Conciliation Board Award plus an awmaa 

margin of profll of Rs 1/8/- per ton. Tatas make addRional pal- 

ments over and above the controlled prices to the market collieries on 
account of (a) bonus under their scheme of bonus and penalty pay- 
mrats, (b) crushing charges and (c) sales tax. The scheme of bonus 
and penalty payments was introduced by the Company in 1945 with a 
view to ensuring adequate and regular supplies of coke accSilg to 
their .specifications. The average bonus on coking coal purchased bv 
lot during 1952-53 under the scheme amounted to Re 0-480 

ff rI°"o crushing charge.s at the average rate 

of Re. 0 155 per ton for the supply of crushed coal. The amount of! 



sales tax paid on purchased coal works out to approximately Re. 0-227 
per ton. The average amount paid by IlSCO by way of breaking 
charges and purchase commission comes to Re. 6-083 per top. 

6. (a) According to the estimates prepared by the Cost Accounts 

Comparison of the cost during the period 1953-55, Tatas will use 

of companies’ own coa! ^oRowing quantities of coal per annum from 

with that of purchased own collieries in steel-making: 319,393 

coal Selected A, 666,554 tons of Selected B, 

rpu , . . . *^8,231 tons of Grade I and 9,636 tons of Grade II. 

I neir average raising cost of these quantities comes to Rs. 15-220 per 

quantity of coal which will be used in steel production by 
if Qoi if colherie;: during 1953-56 is estimated at 100,000 tons 

of Selected B per annum, and IISCO’s average raising cost of this 

quantity works out to Rs. 13-630 per ton. s oi 

figures of raising cost are exclusive of depreciation 
and return. If depreciation is allowed at 6i per cent, and return at 8 
p cent, on the original value of the colliery block (Rs. 4-05 crores in 

oTeTddL S'ihT "SCO), the .nmounl" 

to be added to the aoove figures of raising cost would be Rs. 5-266 

If Tams had purchased the quantities of coal mentioned in the preced¬ 
ing sub-paragl-aph instead of raising them at their own collieriS the 
average cost to them at the controlled prices plus sales tax breaking 
charges and bonus, would have come to R.s. 15-262 per ton. The corres^ 
ponding figure for IISCO (who, however, have to pay only breaking 
Sicesf is^Rs commission over and abovF the controlled 

^ 1 'u^^rn ^ on the quantities of coal expected 

by Tatas and utilised in steel production during 1953-55 
the extra cost to be allowed will be Rs. 5-224 per ton (the averapo 

Komb*"''' ‘"''“'""S depm-iati?n aJd' retS fS 

?e S lli® P.'f'l'ased coal, excluding freight 

Iisco'wm^be Rs °2 200 ex era cost to be allowed to 

iiacu will be Rs. 2-209 per ton, on the quantities of coal expected to 

be raised by them and utilised in steel production during 1953-56 If 

Rs””!/?/ purchased coal, return is deducted at 

Rs. 1/8/- per ton, depreciation at about 8 annas per ton (this is an 
estimated figure, as the exact amount of depreciation included in the 
controlled prices is not known), and the charges paid by the Com- 

case 01 latas and Re. 0-083 per ton m the case of IISCO the element 

purchased coal comes to Rs 12-4 
Ftrco" f 4^"f 12 R88 per ton in the case of 

of Tatas is^ Rs ^fi‘P*3™graph (a) above, the average raising cost 
of Tatas is Rs. 15-220 per ton and that of IISCO is Rs. 13 -630 per ton 
The extra raiwng cost incurred by Tatas as compared with market col¬ 
lieries may, therefore, be estimated at Rs 2-820 per ton a^^d fW fn 
curred by IISCO at Rs. 1-442 per ton. ^ 

7. (a) Unlike, market collieries, the output of coal at the collieries 

Reasons for the higher the steel companies is regulated, both 

cost cf ccai produced H^a^titatively and qualitatively, by the require- 
by the steel companies ments of the steel plants and consequently these 

they would be if the^F worked to a smaller extent’ than 

coSilera ioJs Tat?^ operations were guided by purely commercial 
considerations. Tatas collieries were expected to produce about 
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120,000 to 130,000”^ tons of coal per month, whereas their actual output 
is only of the order of 90,000 tons per month. Qualitatively, the coking 
coal required by the steel companies has to conform to standards 
substantially different from those fixed by the Coal Commissioner for 
sale to the public. The Coal Commissioner’s grades are based only on 
the varying ash content of different types of coal, while the steel com¬ 
panies have to select their coal with due regard to the percentage of 
volatiles as well. After many years of research and experimentation, 
Tatas have come to use a particular mix of coal which gives the type 
of coke most suitable for their blast furnace operations. Their require¬ 
ments of coking coal are divided into three schedules and those of 
boiler coal into two schedules. In order to obtain the schedules of 
coking coal in the right proportions, Tatas have to work several seams 
at the same time and this naturally results in under-utilisation of 
their mining equipment, labour and other facilities. At most of the 
mines owned by Tatas, it is the usual practice to operate 3 to 4 seams 
at a time, and consequently, the incidence of overheads per ton of coal 
raised is much higher than at the collieries where only one seam is 
worked. IISCO also work two seams at their collieries. We were in¬ 
formed by Tatas that market collieries generally find it advantageous 
to operate only one or two seams at a time and to supply the grades 
available from these seams. It is mainly for this reason’ that Tatas 
found it extremely difficult to secure the right quality of coal 
required by them from time to time from market collieries, even 
under their long-term agreements. The simultaneous operation of 
several seams results in an increase in cost. At the West Bokaro col¬ 
liery, which is operated by a subsidiary of Tatas, and where only one 
seam is worked, the cost of operation is roughly two-thirds of that at 
Tatas’ collieries. The mining methods followed by the steel com¬ 
panies are also partly re.sponsible for their higher cost of operation. 
We have been informed that Tatas raise a high proportion of their 
coal by “development”, although the mining cost is much loss when 
coal is obtained through depillaring. Moreover, Tatas’ mines are 
more highly mechanised than those of many market collieries. We are 
informed fhaf Tafas have provided 38 coal cutting machines at their 
mines and a large proportion of their coal is qiechanically cut. It is 
true that like Talas, certain other collieries also make use of mechani- 
.sation and refrain from uneconomic methods of mining, but the con¬ 
trolled prices of coal are fixed on the basis of the average costs of pro¬ 
duction of several collieries all of which may not be equally progres¬ 
sive, while the mining methods followed by Tatas are above the aver¬ 
age and consequently involve a relatively higher cost. Tt is also pos.si- 
ble that the costs of production of some of the market collieries are 
high like those of Tatas’ collieries, but we understand that some of 
these high cost collieries are able to maintain their earnings through 
their export sales. 

(b) We have also examined the various other factors which affect 
the cost of production at the collieries owned by the steel companies. 
These are of relatively less importance than those mentioned above. 
As in the case of market collieries, the production of coal by the steel 
companies also is subject to “pegging” limits, but we understand 
from the Coal Commissioner that the limits have been fixed with due 
regard to past production and are also liberally administered. Tatas 
have pointed out that their collieries, being located on the dip side of 
the Jheria coal fields, have to be worked to relatively greater depths 



a-nd that this is another factor responsible for their higher cost of 
operation. Since, however, certain other collieries also are situated in 
same region, it is difficult to assess the relative disadvantage of 
Tatas collieries m this respect. As regards labour cost, the average 
output per man-shift varies from 0-26 ton to 0-33 ton in the case If 
Ta^tas collieries, and is 0-40 ton in the case of IISCO’s collieries 
whereas die all-India average is about 0-35 ton. The lower output per 
man-shift in the case of Tatas’ collieries, In spite of their being mecha¬ 
nised to a large extent, points to the existence of surplus labour. Tatas 
are aware of this fact and have already applied to the Industrial Tri¬ 
bunal for permission to retrench surplus labour. The number of 
workers involved is, however, small, being only 396 out of a total of 
12,786 employed m 1952. Tatas have informed us that they have 
stopped further recruitment in their collieries except for replace- 
ment, IISCO have stated that they do not have any surplus labour in 
iqIq Sand-stowing was introduced by Tatas as early as 

1939 at considerable capital cost, but their current expenditure on 
sand-stowing is small, largely because of their conservative mining 
methods. Unlike market collieries, Tatas have installed a washing 
plant at Jamadoba and the cost of washing is included in their operat¬ 
ing cost. Sufficient data are not available to make an accurate esti- 
washing cost incurjed by Tatas, We understand from 
latas, however, that the washing plant has been of great use in 

I although Jamadoba coal is 

SmiS tnff ^7 washing that it could be brought 

m l f their crushing cost 

T operating cost, though on crushed coal pur- 
chased by them, Tatas pay an extra charge of 8 annas per ton ^ for 
crushing, over and above the controlled price. 

(c) For the reasons given above, the operating costs at the col- 
heries owned by the steel companies, particularly Tatas are higher 
than the average costs of market collieries. The' incidence of owr- 
heads P<3r ton ol coal is also higher, partly because the capital expen- 

fhi u aggregate, owing to greater mechanisation and 

the installation of washing and crushing equipment, and partly 
WA PH h th® available facilities are less fully exploited than they 

Ss We « commercial considei- 

ations. We aie unable to decide the precise extent to which the hiffiier 

incidence of overheads per ton of coal in the case of the steel com- 

factors and how far to the rates of 6^ 
per cent, for depreciation and 8 per cent, for return on block proposed 
by us for these collieries being higher than the corresponding ^rates 

the controlled prices of coal. The r^fson is 

isklo^^n^to be r* coal included in the controlled price.s 

is known to be Rs. 1/8/-, no information is available as to the amount 

return^^^^ output which was assumed in calculating the 

8. While we recognise that the costs of production of the collieries 

p . . . ™ companies could be higher than the 

Sjpe for reductions average costs of market collieries, we are lot 

convinced that the disparity should necessarily 
p 1 . 1 . great as it is at present. We have alreadv 

drwn attentnm to the existence of surplus labour and the lower out- 
pu per man-shift in Tatas’ collieries. With somewhat greater elfort 
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on the part of the steel companies, it should be possible to rationalise 
the various operations so as to reduce the overall cost. The probiem 
of reduction of cost, however, requires a detailed study from the 
technical angle, and the precise scope for reduction cannot be deter¬ 
mined until such study has been made. It would not be reasonable, 
therefore, at this stage to take Tatas’ costs, or those of IISCO, at any¬ 
thing less than the actuals for the purpose of computing the cost of 
steel. We recommend, however, that both the companies, particularly 
Tatas, should review the technique of their mining operations, the 
volume of their plant and equipment and the strength of their staff, 
and with the assistance of an expert, if necessary, endeavour to reor¬ 
ganise the working of their collieries so as to bring down their costs 
as much as possible. 


9. Since the cost of coal produced by the steel companies is found 


Case for allowing 
higher cost of coal to 
the Companies 


to be higher, than the average cost of market 
collieries on which the controlled prices of coal 
are based, the question arises whether the reten¬ 
tion prices of steel should be based on the actual 


cost of coal or on its cost at the controlled prices. If the retention 
prices of steel were based on the cost of coal at the controlled 
prices only, Tatas would receive no depreciation and no return on 
their colliery block i.e., they would suffer a loss on their mining opera¬ 
tions since their average raising cost is Rs. 15 -220 per ton while their 
average cost of corresponding quantities of purchased coal is 
Rs. 15-262 per ton. In the case of IISCO. the average raising cost is 
Rs. 13-630 per ton while the cost of the corresponding quantity of 
purchased coal at the controlled price is Rs. 14-271 per ton; in their 
case, the application of the controlled prices to their own coal would 
result in their receiving about one-half of the depreciation due to 
them on their colliery block at 6| per cent, and no return. If, on the 
other hand, the two companies were allowed their raising cost and 
full depreciation, but a return of Rs. 1/8/- per ton only, they would 
receive a much lower rate of return on their colliery block than has 
been allowed to them on their steel block. The steel companies, like 
any other companies, have to decide the allocation of their capital 
resources between the various parts of their works with due regard 
to the profits available from each. The funds invested in the colliery 
block could well have been invested in other assets comprising the 
steel block; nevertheless, the collieries were acquired, because the 
steel companies considered this to be both an essential and remunera¬ 
tive form of investment. The grant of a lower return on the colliery 
block than on the steel block at this stage would, therefore, imply 
that the steel companies were hot justified in acquiring the collieries. 
The mere fact that the steel companies own collieries and operate 
them as part of the steel works may not be adequate to establish their 
case for recovering their actual cost of raising coal and the same 
return on the colliery block as on the steel block; it has to be examined 
whether it is desirable for the sound development of this industry 
that the companies should have collieries of their own. If the answer 
to this question is found to be in the affirmative, it would follow that 
the steel companies should be allowed to recover such reasonable 
extra charges as they have to incur in raising their own coal, and to 
get the same return on their colliery block as has been allowed to. 
them on their steel block. 
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10. It is hardly necessary to stress that in view of the limited re¬ 
serves of metallurgical coal in the country, it 
Advantages of owner- is of paramount importance to the future of the 
ship of collieries iron and steel industry to ensure the most econo¬ 

mical use of these reserves. Past experience shows 
that wasteful methods of mining are sometimes resorted to by col¬ 
lieries which are guided by purely commercial considerations and it 
is, therefore, desirable that a fair proportion of the reserves of metal¬ 
lurgical coal should be controlled by the steel companies which have 
a vital interest in their conservation, and should be exploited in 
accordance with the requirements of steel production. This question 
was examined by the Coal Mining Committee of 1937 v,^hich came to 
the conclusion that “if the iron and steel industry is perturbed about 
the available reserves of coking coal, it should itself take steps to 
acquire sufficient interest in these reserves to enable it to continue 
smelting of iron with coking coal for a longer period than now seems 
likely.” (Page 67, paragraph 135 of the Report). We do not think 
that the soundness of this advice can be questioned. Secondly, it is 
not desirable that a key industry like the iron and steel industry 
should depend exclusively on outside sources for supplies of one of 
its essential materials. In the past, even long-term contracts with 
market collieries have not succeeded in ensuring continuity of supply 
at all times, Tatas have furnished evidence to show that in the case 
of many such agreements which they had entered into with market 
collieries, the supplies actually made against them-from time to time 
fell far short of the quantities contracted for. There was also deterio¬ 
ration in the quality of coal supplied by some of the market collieries 
which led to litigation between them .and Tatas. In the case of gas 
coal which is not produced by Tatas, the steel works have been put 
to inconvenience every year on account of irregular supplies from 
market collieries, in spite of the fact that supplies of gas coal are being 
arranged far in advance, from twelve or more market collieries, by 
the Coal Commissioner. Production of coal has shown a marked in¬ 
crease in recent years, but it is by no means certain that should a 
shortage develop again at any time in future the steel industry would 
not be faced with difficulties, if it were to depend exclusively on 
market collieries. In order to ensure continuity of production, par¬ 
ticularly in periods of scarcity, we consider it essential that the steel 
industry should have collieries of its own to meet at least a portion of 
its requirements. In the event of the present system of control over 
the prices and distribution of coal being withdrawn, the fact that 
they have their own collieries would give the steel companies some 
bargaining advantage in dealing with market collieries, both in 
regard to the price and quality of coal. Thirdly, the present consump¬ 
tion of coke at the steel works at Jamshedpur is dependent on Tatas 
being able to obtain coal of uniform and consistent quality and to 
use the correct mixture of coal. It is necessarv for this purpose that 
Tatas should produce at least a portion of their requirements them¬ 
selves. By adjusting the supplies of coal from their own collieries 
and from market collieries, they have been able to secure the various 
grades of coal reauired by them in the right proportions. We recog¬ 
nize, however, that in order to’ secure these advantages, it is not 
necessary for the steel companies to aim at self-sufficiency in the 
matter of coal supplies. Apart from the fact that in view of the 
present demands on their capital resources on account of various 
expansion schemes, the steel companies will not be able to acquire 



10 


more collieries in the near future, each company has to strike a 
balance between the advantages accruing from the ownership of- 
collieries and the possible increase in the cost of steel after taking into 
account its advantages and disadvantages in respect of other elements 
in the cost of production of steel. Further, from the long-term stand¬ 
point of conservation of metallurigical coal, it is necessary that the 
steel companies should maintain a fair balance between their produc¬ 
tion and purchases of coal because otherwise a larger proportion' of 
metallurgical coal raised by market collieries may tend to be diverted 
to non-essential uses. 

11. Thus, the fact that the steel companies possess their own col¬ 
lieries is helpful to steel production, from the 
Distincticn between standpoint of conserving the reserves of metal- 
steel companies cci- pQ-Lfical coal as well as from that of ensuring the 
lieries ' siT^ooth and economical operation of blast fur¬ 

naces. Consequently, the collieries owned by the 
steel companies should be regarded as an integral part of their .steel 
works, and we, therefore, consider that the higher cost of coal pro¬ 
duced by these collieries and utilised in steel-making constitutes a 
fair charge on steel production. In order that the steel companies may 
not suffer on account of their foresight in acquiring the collieries and 
thereby providing a stable basis for steel production, it is necessary 
that in computing the retention prices of steel, the extra cost involved 
in operating the c'ollieries should be allowed and the return on col¬ 
liery block should be granted at the same rate as that on the rest of the 
steel block. We do not think that the collieries owned by the steel 
industry should be treated as part of the coal industry. The market 
collieries exist primarily for supply of coal to the public while the 
collieries owned by the steel companies supply coal principally to the 
steel works. The production of coal from Tatas’ collieries is almost 
wholly utilised in steel-making and very little of it is sold. IISCO 
also sell very little of their coal to outside parties. The collieries 
owned by the steel companies should, therefore, be treated, like their 
iron ore mines, as part of the steel.industry and not of the coal in¬ 
dustry and should, wntli respect to their production which is utilised 
in steel-making, be subject to the system of price control applicable 
to the steel industry. In our recent inquiry into the fair selling prices 
of cement, the collieries owned by the Associated Cement Companies 
were treated as part of their cement works and the actual cost of coal 
was taken into account in computing the cost of cement. We under¬ 
stand that in the United States of America and some of the steel pro¬ 
ducing countries of Europe, many steel companies own their collieries 
and treat them as an integral part of the steel works. We consider, 
therefore, that if the steel industry were allowed to recover reason¬ 
able extra cost of raising its coal and if the colliery block were treated 
as part of the steel block, there would be no unfair discrimination 
between the collieries owned by the steel companies and market 
collieries. 'TTfe two groups of collieries belong to two different indus¬ 
tries and each should be governed by the system of price control appli¬ 
cable to the industry to which it belongs. 

1". The.reserves of coking coal in Tatas’ collieries are estimated at 
Conservation of metal- million tons and those in IISCO’s collieries 
jurgieai coal (which supply coal to Hirapur works) at 27 ■& 

million tons. The total reserves of coking coal 
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were estimated by the Committee on Conservation of Metallurgical 
Coal (1950) at about 2,000 million tons, at the maximum. This shows 
that the reserves of coking coal at present owned by the steel com¬ 
panies constitute a substantial proportion of the total reserves. If 
the steel companies are not allowed to recover for their coal anything 
more than the controlled prices and find it uneconomical to operate 
their collieries, they may have to consider whether, in spite of the 
fact that in order to maintain the level and efficiency of their produc¬ 
tion of steel it is necessary for them to raise a proportion of their 
coal requirements themselve.s, they should close down their collieries, 
or, if they are not allowed to do so, whether they should increase the 
output from their collieries in order to reduce the costs and earn a 
part of the depreciation on their colliery block. As regards the first 
alternative, apart from the loss of employment to about 12,786 
workers in Tatas and 1,950 workei's in IISCO, the closure of the 
companies’ collieries, if permitted by Government, would necessitate 
increased exploitation of the reserves held by market collieries and 
this would affect adversely the conservation of the deposits of metal¬ 
lurgical coal, as market collieries are generally guided in their opera¬ 
tions mainly by commercial considerations. As regards the second al¬ 
ternative, increase in the output of coal at the steel companies’ col¬ 
lieries, if permitted b}'- Government, will also not be conducive to 
the conservation of thie reserves of metallurgical coal, as the produc¬ 
tion of such coal by market collieries which is now used for steel¬ 
making may then tend to be directed to less essential uses. In our 
opinion, it is not desirable that the steel companies which own a subs¬ 
tantial proportion of the total reserves of metallurgical coal should 
be required to undergo undue financial sacrifice as a result of being 
prevented from increasing their output and yet compelled to receive 
a price for their coal which is not sufficient to cover even depreciation. 

13. We are of the opinion that like the operating cost and the 

Depreciation < u cri- r eturn, depreciation on the colliery block of the 
jiery bltck companies should be calculated on the same 

principles as those applicable to the rest of the 
steel works. We recommend a rate of 61 per cent, on the original 
value which has been adopted for that part of the steel block in 
respect of which no special allowance for rehabilitation is considered' 
necessary. Like the rest of the steel block, the colliery block consists 
largely of machinery, buildings and equipment. The rates of depre¬ 
ciation applicable to the different parts of the block range up to 15 
per cent., but a rate of 61 per cent, is considered to be a fair average 
of depreciation allowable on the block taken as a whole. 

14. Certain specific issues have been raised in connection with 

Specific issues this inquiry. Most of them have already been, 

dealt with in the appropriate context in the pre¬ 
ceding paragraphs. Tt may, however, be useful if we set out these 
issues below and summarise our views thereon. 

(1) Under what conditions can a colliery be regarded as an 
integral part of a steel work when, apart from ownership- 
and location, the two are distinct production units? 

In our opinion, a colliery owned by a steel company can be regard¬ 
ed as an integral part of a steel works when it produces coal almost 
wholly for manufacture of steel and not for sale to the public. 
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(2) The price of coal is controlled on a basis common to all 
collieries. No special treatment is allowed to any colliery 
owners including Railways. Why should steel producers 
alone be given facilities to recover in the price of steel the 
higher costs of extraction of coal? 

We do not think that the basis of price control should be common 
to the market collieries and the collieries owned by the steel com¬ 
panies, because the latter being an integral part of the steel works, 
belong to the steel industry and should be subject to the system of 
price control applicable to that industry. As regards railway collieries 
so far as their market sales, if any, are concerned, no doubt railways 
also are subject to controlled prices but so are the steel works. So 
far as coal used in the operation of railways is concerned, railways 
are free to recover the extra cost, if any (and we understand that 
the raising costs of some of the railway collieries are higher than 
those of market collieries) by charging .suitably higher fares, and 
hence, as compared with railways, the steel companies would not be 
more favourably treated if they were also allowed to recover their 
cost of coal in the price of steel. 

(3) It has been suggested that any additional cost of coal 
raised by steel companies in their collieries should be 
regarded as part of the price necessary for ensuring steady 
and assured supplies of the right quality of coal. To what 
extent is this consideration valid, having regard to the 
present availability of metallurgical types of coal from out¬ 
side collieries? To what extent can steady supplies of 'the 
right qualities of coal be ensured by suitable long-term 
arrangements between the steel companies and outside col¬ 
lieries? 

The consideration set forth in the first sentence remains \'alid in 
spite of the recent increase in the production of coal. In the past, 
long-term contracts with market collieries have not been found to 
ensure regular deliveries of coal to the steel works. The position re¬ 
garding the availability of metallurgical coal from market collieries 
has no doubt improved, but in the case of this key industry, it would 
be prudent to make due allowance for uncertainties of the future and 
not to terminate facilities built up over many years, on the basis of 
the present experience. The integration of collieries with the steel 
works has also certain advantages from the standpoint of conserving 
the reserves of metallurgical coal. As regards quality, the grades fixed 
for market coals are related only to their ash contents, whereas the 
types of coal required by the steel works have to be selected with 
reference to their other properties as well. Tatas have found by 
experience that it is not possible for them to obtain the right quality 
of coal without raising a proportion of their requirements at their own 
collieries. 

(4) What are the economies which result from steel producers 
owning collieries, and do they compensate the higher cost 
of raising coal? 

It is not possible to say what the value would be in terms of money 
of the advantages resulting from the availability of different types of 
•coal in the required proportions and in uniform and consistent 
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quality, which the steel companies are able to ensure by operating 
their own collieries. Nor is it possible to estimate the extent to which 
their consumption of coal may increase if they were to depend exclu¬ 
sively on market collieries for their requirements. But there is little 
doubt that the long-term advantages accruing to the steel works from 
a certain measure of security in respect of this essential material and 
those accruing to the country from their conservative methods of 
mining outweigh any saving in the cost of steel which might be 
achieved if the steel companies were to purchase their entire require¬ 
ments of coal from nlarket collieries. 

(5) To the extent that any special expenditure on washing, 
beneficiation, etc., has been allowed in the past to be added 
to the direct cost of coal, either on the basis of actuals or 
by way of an ad hoc addition, what would be the justifica¬ 
tion for changing this pattern of equitable relief to a 
representative unit, by extending to it the analogy of an 
integrated plant, when the outturn of the end products 
(steel and coal) are neither inter-connected nor inter¬ 
dependent? 

Production of coal by the steel companies ensures security of 
supply of an essential raw material required for steel production. On 
the other hand, the output of coal at the collieries owned by the steel 
companies is also regulated by the requirements of the steel works 
and is not used for sale to the public. We do not agree, therefore, that 
the two products are neither inter-connected nor inter-dependent. In 
our view, the relief granted in 1949 to Tatas which was limited to the 
extra cost of raising coal at their own collieries was not adequate as it 
did not provide for depreciation or return on their colliery block at 
the rate adopted for the steel block of which it is an integral part. 
The question of allowing any special expenditure on washing, bene¬ 
ficiation, etc., did not arise at the 1949 or the 1951 inquiry. We do 
not agree that the steel companies should receive only their special 
expenditure on beneficiation over and above the controlled prices. 
Although it has not been possible to determine the element of such 
special expenditure included in their raising costs, the available evi¬ 
dence shows that their raising costs, excluding this element, are also 
higher than the average costs of market collieries on which the con¬ 
trolled prices are based. The suggested method of adjustment, there¬ 
fore, would not give the steel companies their actual raising costs. Nor 
would they receive due depreciation and return on their colliery 
block. As stated in paragraph 6(b) above, the difference between 
the controlled prices and the prices as worked out by us inclusive of 
depreciation and return is Rs. 5-224 per ton for coal produced by 
Tatas and Rs. 2-209 per ton for coal produced by IISCO. An allowance 
which is limited to the special expenditure on beneficiation would 
not be sufficient to bridge this gap. 

(6) In the Reports of 1949 and 1951 the Tariff Board has specifi¬ 
cally excluded the value of the colliery blocks for comput¬ 
ing depreciation as well as return on block in the case of 
both producers. In what respects has the position changed 
since then? 

At the inquiries referred to, tne Tariff Boa.rd seems to have been 
guided by the precedent set at the 1923-24 inquiry when the colliery 
37 CP—2 
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block was not taken into account in computing the cost of steel on the 

g round that Tatas were then expected to sell a part of their coal pro- 
uction. Almost the whole of their production of coal is now utilised 
in the steel works. We have reviewed the position in the light of this 
and other factors and consider that a different approach to the pro^ 
lem is now necessary. Moreover, the steel companies have now 
undertaken large schemes of modernisation and expansion involving 
heavy capital expenditure and it has, consequently, become necessary, 
more than before, that they should receive du^ depreciation and re¬ 
turn on their colliery block. 

(7) In the 1952 Report on prices for IISCO-SCOB, the Tariff 
Commission had recommended that costs should be com¬ 
puted strictly in accordance with the agreement between 
the two cojnpanies, and as a consequence, the colliery block 
has been included for computing the prices of steel. To 
what extent does the subsequent merger of the two com¬ 
panies by legislation affect the position? 


The position regarding the treatment of the colliery block of 
IISCO at the 1952 inquiry has been explained in paragraph 3(d) 
above. The IISCO-SCOB Agreement has ceased to have effect after 
the merger and the colliery block of IISCO which is utilized for steel 
production has now to be treated on the same principles as are applied 
to the colliery block of Tatas. 

(8) If, for any reason, the colliery block has to be treated in the 
same way as the block of the steel producing units, what 
should be the appropriate rate of return, the rate applicable 
to the block of the steel producing units or the rate adopted 
for collieries in general in the controlled price of coal? 

The appropriate rate of return an the colliery block of the steel 
companies which is utilised for the production of steel is that adopted 
for the rest of their steel block. 

15. We recommend that; 

Recommendations 

(1) the colliery block of the steel companies should be treated 
as an integral part of the steel block; 

(2) the steel companies should be allowed to recover their 
actual cost of raising coal in the price of steel; 

(3) depreciation and return on the colliery block should be 
allowed at 6J per cent, and 8 per cent, respectively of the 
original value, and 

(4) both Tatas and IISCO, should review the working of their 
collieries and take suitable steps to reduce their cost of 
coal as much as possible. 

16. We wish to express our thanks to the Tata Iron and Steel Co. 
Acknowledgements Ltd., and the Indian Iron and Steel Co. Ltd., for 

furnishing us with valuable information and 
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giving evidence before us. Our thanks are also due to Shri R. K. 
Ramadhyani, Coal Commissioner to the Government of India, for his 
assistance in connection with this inquiry. 

M. D. Bhat, Chairman. 

B. N. Adabkar, Member. 

B. N. Das GtTFTA, Member. 

D. K. Malhotra, Secretary. 

Bombay, 

Dated 10th February 1954. 



APPENDIX I 
[vide paragraph 1} 

GOVEBKMENT of INDIA 

MINISTRY OF COMMERCE AND INDUSTRY 
RESOLUTION 
(Tahiffs) 

New Delhi, the 20th July, 1953. 


No. SC(A)-2(96)/52.—In their letter No. SC (A)-2 (94)/52 dated 29th 
November 1952 the Government of India had requested the Tariff Commission 
to examine the claim of the Tata Iron & Steel Company for an increase in 
their retention prices of steel from July 1951 onwards. The Commission was 
also requested to recommend prices for as long a period in the future as 
possible, that is to say, the period up to which a major change in the struc¬ 
ture of production may take place as a result of the expansion of the works 
of the Company. The Commission has now submitted its Report. The main 
recommendations are:— 

(1) No revision of the existing retention prices for the period July 

1951 to March 1952 is necessary. 

(2) The retention prices payable to the Company for the period April 

1952 to March 1953 should, on the average, be Rs. 32 31 per ton 
more than the existing prices; and for the period April 1953 to 
March 1955 Rs. 66-98 more than the existing prices. 

(3) The payments made to the Company shall, as at present, continue 
to be subject to adjustments-^or the actual cost of spelter. 

(4) The retention prices for defectives, cuttings and non-standard pro¬ 
ducts shall be Rs. 10 less per ton than those for standard products. 

(5) Any loss sustained by the Company or gain made by it on account 
of lower or higher receipts obtained by them from sales of sulphate 
of ammonia as compared to the amount for which credit has been 
taken in working out the works cost for 1953-55 should be adjusted 
with the Equalisation Fund. 

(6) A return of 10 per cent, on the total gross block has been allowed 
for 1953-55, subject to the condition that the Company shall set 
aside the amount of extra return of 2 per cent, less taxation for 
the specific purpose of modernisation and expansion in addition to 
the usual allocation to reserve and that no part of it shall be 
utilised in or towards the payment of Managing Agency Commis¬ 
sion or dividends or profit-sharing bonus or for distribution of 
profits in any other way. 

2. The Government of India observe that on two important matters the 
Commission has recommended a departure from existing practice, namely, 
the rate of return on block and the treatment of the collieries owned and 
operated by the Company. The Commission has recommended that the rate 
of return on block should be raised from 8 to 10 per cent. The reasons 
given are that the Company should be enabled to set aside larger amount to 
reserves for financing their programme of modernisation and expansion and 
that greater incentives should be provided for new investment. But in order 
to enable the Company to implement their modernisation and expansion 
programme. Government have already agreed to the grant of a special loan 
on favourable terms. Government do not therefore propose to accept the 
recommendation for an increase in the present rate of return on block. 

l(i 
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3. While recommending increase in retention prices for the period April 
19G2 to March 1953 and April 1953—March 1955, the Commission has treated 
the aperies owned and operated by the Company as part of the steel works 
and therefore allowed for purposes of costing the actual cost of raising coal, 
d«>reciation on collieries and the return on block represented by the coUieries. 
In all previous enquiries, the collieries have been treated as if they formed 
»different concern and only the controlled prices of coal have been taken 
fr,+,,">£count for computing the cost of steel. The Government of India do 
/',sider that such a major change is justifiable without a further and 
not cons enquiry into the subject, not only as it affects this 

. •. --i-.-:- will be 


retention*priceV*for”the’steer Corporation of Bengal 
“’Iised in 1952, the method of costing adopted by the 'toiff Commis- 
Into accjunt certain contractual agreements of the Comply with 
n Iron S?itoel Company. This resulted, in effect, in the mclusion 
S tiiS^^nl^ries block of the Indian Iron and Steel Company for purposes 
nf '■The Government of India consider that for this period simff^ 

be jiccorded to the Tata Iron and Steel Company. The 
O^l2l^«»“°*,berefore, accept the recommendation of the Tariff Commis- 
of colfieries for the period 1952-53. 

Goveriwnent, regret that they are unable to agree with the Commission 
that anv char that may be incurred by the Company on the sale of anmomum 
sulnhat^ whi ch is a by-product in the manufacture ofssteel, should be re- 
coupedl%Mn the EquaUsi^WB Fund as they feel that this is not a proper 
charge on me fond. 

5 Siare et to wha vt has been stated in paragraphs 2, 3 and 4 above, Gov- 
they are unable ab thi-^ other recommendations of the Commission and have 
revised- tSe. ret*stated in paragraphs, they are unable*.the pmod April 1952 
tt> MarcKcopy of this Resolution the existing prices will, on the average, be 
aboat necessary, ton;, and for the period April 1953 to March 1955, the 
incsefae ove stateding retention prices will, on the average, .be about Rs. 47 
per This that be modified, if necessary, after consideration of the 
special ‘stated in paragraphs that of collieries owned and operated by Iron 
and Steel ptoduciivg compiles. 

OHDFR 


Ordered that a copy of this Resolution be communicated to all concerned 
and that it be published in the Gazette of India. 


S. BHOOTHALINGAM, 
Secy, to the Govt, of India. 



APPENDIX 11 
[vide paragraph 1] 

List of representatives who attended the discussions on 28th October, 195S. 


Names of the representatives 
(a) Tata Iron and Steel (1) Mr. J. D. Choksi 

Co. Ltd., Bombay. (2) Mr. M. K. Powvala. 

(3) Mr. A. Rajagopalan 

(4) Mr. A. Farquhar 

(5) Mr. S. C. Ghosh 


(b) Indian Iron and 
Steel Co. Ltd., 
Calcutta. 


(1) Mr. S. K. Bose 

(2) Mr. P. M. Joseph 

(3) Mr. T. N. Hor 


(e) Government 
ropresentative 


Mr. R. K. Ramadhyaai, 

Coal Commissioner to the 
Government of India, Calcutt,*, 


Id 

GiPD—SS—37 C.P.--2I-IX-55—8oo. 



